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HFT techniques are not 
given unfair advantage.

In 2013, ASIC, which 
regulates market integrity, 
issued a landmark study 
into dark trading pools 
and HFT in Australia. 
The report analysed 
mostly ASX200 securi-
ties from January through 
September 2012.

When ASIC analysed the 
market, they broke HFT 
down into six characteris-
tics – order-to-trade ratios, 
percentage of turnover 
traded within the day, total 
turnover per day, the num-
ber of fast messages, hold-
ing times and at-best ratios.

For the period of time 
analysed, the traders that 
ASIC designated as HFT 
accounted for 27% of total 
turnover in ASX200 secu-
rities, with 32% of total 

It is a long shot that 
Michael Lewis would 

choose to set a sequel to 
‘Flash Boys’ in Australia. It 
is not a total impossibility 
though, as high-frequency 
trading (HFT) is present in 
the Australian market, but 
at a much reduced level as 
compared to other mar-
kets, such as the US and 
across Europe.

To a certain extent, this 
is attributable to the fact 
that the Australian market 
is not all that fragmented. 
There are two exchanges, 
the Australian Securities 
Exchange (ASX) and Chi-X 
Australia. Market observers 
also point to the supervi-
sion by the Australian 
Securities and Investment 
Commission (ASIC) as 
another structural factor 
which creates a field where 
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rather than alpha genera-
tion, Barbara said.

“We’ve profiled orders 
that route across various 
market platforms and 
orders that are responsi-
ble for breaking a market 
and routing onto the 
secondary market,” he 
says. “We’ve profiled the 
incidents of those routed 
orders over a period of 
time, and we can certainly 
see very fast risk mitiga-
tion strategies undertaken 
by high-frequency trad-
ers. We see traders hedg-
ing positions that they’ve 
taken on one platform 
against another platform, 
we see traders stopping 
and unwinding their risk, 
essentially using private 
signals on one platform, 
but we don’t see them 
loading up on risk and 
using breaks in market 
prices one platform as an 
alpha generating strategy. 
In relative terms, that’s 
small. When we profile 
the traders that are fast 
enough to respond to 
those breaks in a way that 
is faster than clients’ smart 
order router speeds, we 
don’t see them in engag-
ing in conduct which is 
increasing their risk. We 
see them repricing where 
they are, but we don’t see 
them trying to profit.”

trades and 46% of total 
orders. The report also 
found that 65% of HFT 
is traded on an intraday 
basis. The regulator found 
that HFT is mostly car-
ried out by a small group 
of trading entities, the 
twenty largest HFT entities 
accounted for approxi-
mately 80% of all HFT 
turnover, or 22% of total 
equity market turnover, the 
ASIC report said.

The study also cites that 
1.2% of high-frequency 
traders hold their position 
for an average of two min-
utes or less, 18% for less 
than 10 minutes, and 51% 
for less than 30 minutes.

“Our market is smaller 
and far simpler in struc-
ture than major overseas 
marketplaces,” says Joseph 
Barbara, a senior special-
ist at ASIC’s market and 
participant supervision 
team. “We’ve investigated 
whether latency arbitrage 
exists as an alpha generat-
ing trade in our market, 
and there is no evidence 
that traders were generat-
ing margin out of beating 
client orders that were 
being routed across the 
various market platforms 
that we have here. It’s cer-
tainly the case that we have 
a number of very, very, 
fast high-frequency traders 

in our market, and those 
traders are able to react to 
market events in a man-
ner which is far quicker 
than the majority of client 
orders.”

The HFT activity that 
ASIC was aware of was 
around risk management, 

n “Australian volumes have 
waned a little bit, and the 

HFT players go to the big, 
highly liquid markets.”
Rob Hodgkinson, director, First Derivatives
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State Street in Australia. 
“In the US you have up to 
40 different trading venues 
so it’s a latency arbitrage 
game. We have two mar-
kets – Chi-X and the ASX, 
and each of the brokers has 
individual books. What we 
do as participants is use the 
tools that are available at 
our disposal. When inter-
acting with high-frequency 
traders, we are doing so 
in the best interests of the 
clients. When trading, we 
do use algorithms to trade 
to put in minimum fill 
quantities, and minimum 
execution quantities, par-
ticularly if you’re posting 
orders into books. There 
are two types of HFT that I 
see in existence – exchange 
arbitrage between ASX 
and Chi-X and arbitrage 

capital markets, Aitken 
demonstrated that just 
prior to the rule change, 
the Australian market was 
averaging seven orders 
per trade. This reduced to 
six orders per trade in the 
immediate aftermath of 
the rule’s introduction and 
had reduced further to just 
four orders per trade a year 
after the introduction of 
the new charge.

No adverse impact
Participants in the market 
confirm ASIC’s view that 
HFT does not adversely 
impact on market efficiency 
or fair pricing.

“There isn’t a great 
degree of HFT in Australia, 
or in the region,” says Nick 
McRae, managing direc-
tor, portfolio solutions for 

Recently, the Capital 
Markets Cooperative 
Research Centre 
(CMCRC) released a 
video in which its CEO, 
Professor Mike Aitken, 
analysed the impact of 
ASIC’s decision to intro-
duce a supervisory cost 
recovery charge – effec-
tively a messaging tax 
to see if it impacted the 
fairness and efficiency 
of markets. The regula-
tor introduced the rule, 
which went into effect 
on 1 January, 2012, and 
began charging market 
participants a supervisory 
levy based on the number 
of messages and transac-
tions for which they were 
responsible. The CMCRC 
analysed data from 12 
months on either side 
of the rule change to see 
the impacts on the mar-
ket as a result of the rule 
change.

Using CMCRC’s Market 
Quality Dashboard, a big-
data evaluation tool for 

n “When interacting with high-frequency 
traders, we are doing so in the best interests 

of the clients.”
Nick McRae, managing director, portfolio solutions, State Street
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through the major finan-
cial centres with it.”

First Derivatives built 
ASIC’s market surveillance 
system, which includes a 
tick-by-tick database of 
trading activity that spans 
years, meaning that ASIC 
can query trades easily, 
Hodgkinson says.

“Programme trading 
in the market is not super 
high-frequency in the sense 
that it will enter an order, 
amend/cancel it and re-
enter it - at speeds faster 
than 50 to 100 times per 
millisecond.” He added that 
Australia’s regulator is able 
to analyse exactly what is 
taking place, even at this 
rapid velocity, given its sys-
tems that operate behind 
the exchange’s operations.

More HFT coming
Barbara notes that ASIC 
expects to see more HFT 
activity in the future.

“As the market grows, 
you’ve got to expect that 
the amount of HFT activi-
ty will grow as well. As vol-
atility increases, the HFT 
model just seems to pick 
up as well. When you want 
to measure HFT activity 
within a stock, one of the 
main correlating factors 
seems to be the trading 
ranges within the securi-
ties. In Australia, there are 

(FPGAs) – and the tech-
niques are quite expensive, 
so only the big global 
brokers have been spend-
ing the money to do that. 
Therefore, they’re trading 

in the dark pools and the 
exchanges.”

McRae says in general 
terms that State Street did 
use algorithmic trading 
techniques internally.

“The strategies that we 
employ are minimum fill 
rates, and we put limits 
on the orders so we’re 
not putting orders in so 
that they’re walked up 
and down an order book 
so aggressively,” he says. 
“They’re the main safe-
guards. It’s difficult not to 
interact with HFT when 
you’re active in the mar-
ketplace, so you do need to 
safeguard yourself.”

Part of the reason 
why HFT may not be 
happening is the fact 
that Australian equities 
exchanges are not that 
deep or that liquid, and 
not liquid enough to jus-
tify the expense for brokers 
to invest in the technol-
ogy needed to support 
HFT strategies, says Rob 
Hodgkinson, a director at 
First Derivatives.

“The volumes have 
waned a little bit, and the 
HFT players go to the big, 
highly liquid markets,” 
Hodgkinson says. “The 
technology you need to 
use – you need to cre-
ate special cards – field 
programmable gate arrays 

n “There are a very large 
number of very large fund 

managers that continue to 
trade as they did two years 
ago. They haven’t adapted to 
the new market landscape.”
Phil Weinberg, CEO, BestEx
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Point. We know that every 
time we trade there, we 
know we’re accessing 
liquidity that isn’t avail-
able on the lit venue, and 
we know we’re getting best 
price under ASIC market 
integrity rules.”

Weinberg says that 
ASIC is functioning well to 
preserve market integrity, 
but fund managers need 
to look to their brokerage 
arrangements.

“From a regulatory 
point of view, everything 
that ought to be done 
is being done,” he says. 
“However, what you can’t 
do is protect people from 
themselves. The infor-
mation about who is in 
broker dark pools is freely 
available on the ASIC web-
site, but there are a very 
large number of very large 
fund managers that con-
tinue to trade as they did 
two years ago. They haven’t 
adapted to the new market 
landscape.” n

dealer for investment 
managers seeking best 
execution without building 
internal trading execution 
capability.

“When you give an 
order to a broker, a broker 
will typically route orders 
to the venue that’s cheap-
est to them rather than the 
venue that’s best for the 
client,” Weinberg says. “We 
don’t wear any of those 
costs or trade on any venue 
that doesn’t provide the 
best outcomes. We have no 
conflict. So, for example, 
the ASX’s Centre Point, 
its mid-point matching 
service, last month accu-
mulated an 8% share of the 
market, that’s as much as 
all other broker dark pools 
in Australia put together. 
Brokers don’t want to route 
orders there – because 
Centre Point charge 0.5%, 
as opposed to their own 
dark pool, which charges 
nothing. We do 25-30% 
of our trading in Centre 

more and more algos slic-
ing and dicing orders over 
the day. As the spreads 
have come in the amount 
of volume at the best bid 
and best offer level comes 
in. We see greater turnover 
at the best price levels.”

The other issue raised 
in the ASIC report – the 
rise of dark liquidity pool 
trading – may potentially 
be a bigger issue for asset 
managers and asset own-
ers. The ASIC report noted 
that there are currently 
over 20 venues and mostly 
trade in the largest 200 
securities and collectively 
account for around 7% of 
total equity market share.

Buy-side participants 
should be aware of where 
and why their brokers 
are trading, says Phil 
Weinberg, CEO, BestEx, a 
broker-neutral outsourced 
trading execution provider 
for domestic equities fund 
managers. BestEx effec-
tively acts as the buy-side 


